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BANK  NOTE  CURRENCY. 

f 


Reciprocal  dependency  between  the  public  stocks  and  the  Bank  circulation,  as  respects 
their  value  in  the  market. 

dl®rs!":rcr;^  ttCne^rt  ^^Ue  Te'Snr  tb^ 

that  purpose  of  bills  under  five  dollars  would  lessen  that  pressure. 

Banks  to  be  allowed  to  issue  bills  under  five  dollars,  on  loaning  an  equivalent  amount  to 
the  State  at  a  very  low  interest,  or  without  interest. 

arc 

Issue  of  small  bills  tends  to  prevent  the  suspension  of  specie  payments,  to  mitigate  the 
evils  of  it  when  inevitable,  and  facilitate  resumption. 

r^h^rprr  whth 

exported,  to  ^mpensate  for  any  deficit  in  the  balance  of  foreign  trade, 
of  capital  and  want  of  employ,  and  consequent  iiiabiht)  to  pay  them, 
experience  in  Pennsylvania,  been  shown  to  be  impracticable. 

Bill  for  repealing  prohibition  of  small  notes  passed  the  Senate  of  the  State  of  New  York 
when  the  Van  Boren  party  had  a  majority  in  that  body. 

excluding  such  bills  from  circulation,  while  issued  m  an  adjoining  teiiitory. 


Wm.  B.  Reed,  Esq. 

Dear  Sir, — It  must,  I  trust,  be  perfect¬ 
ly  evident  to  every  one  acquainted  with 
the  subject,  that  there  is  a  reciprocal 
dependency  between  the  currency  and 
the  public  stocks,  whether  of  the  state 
or  corporations,  for  their  value  in  the 
market.  On  the  one  hand,  so  far  as  the 
capital  of  the  banks,  and  the  wealth  of 
those  of  our  monied  men  who  are  debt¬ 
ors  of  the  banks,  consist  of  such  stocks, 
the  confidence  in  the  bank  circulation 
.  must  be  affected  by  their  price;  while 
on  the  other  hand,  this  price  must  rise 
or  fall,  as  the  currency  may  be  more  or 
less  abundant.  It  is  evidently  absurd. 


Philadelphia,  Feb.  Isi,  1841. 

under  existing  circumstances,  to  enter 
into  the  question  whether  the  party, 
which,  for  nearly  forty  years,  has^  had 
the  ascendency  in  this  state,  was  wise  or 
unwise.^  in  chartering  banks.  It  must 
be  evident  to  every  one, 'that  it  is  at  pre¬ 
sent  impracticable,  to  an  adequate  extent^ 
to  substitute  for  the  circulation  of  our 
banks,  any  other  medium  ol  commercial 
exchange. 

The  resumption  of  specie  payments, 
obviously  must  oblige  the  banks  to  di¬ 
minish  their  circulation,  especially  as 
the  principal  banking  institution  of  the 
state,  which  has  latterly  furnished  the 


largest  proportion  of  the  circulation,  is 
now  obliged  to  exchange  its  notes  for 
specie,  of  which  a  large  portion  will  be 
carried  off  from  the  market  of  Pennsyl¬ 
vania,  into  those  of  the  other  states; 
while  from  those  states,  in  which  many 
of  its  heaviest  debts  are  due,  specie  can- 
hot  be  obtained  in  return.  Meanwhile 
the  other  banks  will  be  fearful  of  sup¬ 
plying  any  deficiency  thus  arising  in  the 
circulation,  until  some  measures  are 
takeh  by  the  general  Government,  to  re¬ 
store  that  confidence  in  state  securities, 
at  home  and  abroad,  which  of  late  it 
has  been  rather  instrumental  in  impair¬ 
ing- 

The  money  pressure  consequently 
arising,  reacting  upon  the  public  secu¬ 
rities,  must  cause  a  further  decline  in 
their  value,  and  thus  increase  the  diffi¬ 
culty  on  the  part  of  the  state,  in  obtain¬ 
ing  farther  loans:  and  should  they  be 
obtained,  a  heavy  loss  must  ensue,  by 
a  higher  rate  of  interest  or  a  pre¬ 
mium. 

I  beg  leave  also  to  observe,  that  the 
state  /being  driven  to  the  necessity  of 
borrowing  money  to  pay  its  loans,  is 
placed  in  a  predicament  somewhat  ana¬ 
logous  to  that  of  our  principal  bank; 
and  that  in  this  way,  the  confidence  of 
foreign  capitalists,  is  simultaneously, 
and  somewhat  in  like  manner,  enfeebled 
in  both. 

Under  these  circumstances,  it  ap¬ 
pears  to  me,  that  the  state  has  a  direct 
interest  in  common  with  the  banks,  in 
restoring  Confidence  in  their  circulation, 
so  far  as  it  can  be  done  honestly,  and 
with  perfect  safety  to  the  holders  of  the 
currency. 

Agreeably  to  my  view  of  the  case,  the 
measure  which  would,  under  existing 
circumstances,  best  enable  the  state  to 
increase  the  amount  of  good  currency, 
w’ould  be  that  of  authorizing  the  issue 
of  as  many  small  bills,  as  may  be  neces¬ 
sary  to  meet  the  interest  which  will  be 
due  on  the  public  debt,  on  the  first  of 
February,  the  repair  of  the  public  works^ 
as  well  as  other  pressing  exigencies. 

The  condition  of  the  privilege,  thus 
given  to  the  banks,  of  issuing  bills  for 
values  not  less  than  one  dollar,  should 
be  the  loaning  to  the  state  a  commen¬ 
surate  amount  of  their  circulation,  for 
which  certificates  of  stock  should  be  is¬ 
sued,  the  latter  to  be  placed  in  the  hands 


of  trustees,  with  the  proviso  that,  when¬ 
ever  the  said  stock  will  command  its 
par  value,  a  sale  shall  be  effected,  and 
the  proceeds  applied  to  the  redemption 
of  the  notes  issued  in  pursuance  of  the 
proposed  arrangements. 

Under  existing  circumstances,  the 
banks  are  under  the  necessity  of  sup¬ 
plying  an  equivalent  amount  of  specie 
to  replace  the  small  notes  which  are  dis¬ 
appearing  from  circulatfon.  -••n  the  oliS« 
hand  by  the  issue  of  their  own  notes 
under  five  dollars,  this  drain  of  spe¬ 
cie  will  be  avoided,  and  on  the  other 
there  will  be  a  yearly  gain  of  six  per 
cent,  interest  on  the  whole  value  of  the 
notes  so  issued. 

Thus,  a  loan  by  the  banks  to  the  state, 
in  notes  less  than  five  dollars,  instead 
of  impeding  the  resumption  of  specie 
payments,  as  would  the  issue  of  a  simi¬ 
lar  amount  of  currency  in  bills  of  any 
larger  denominations,  will  actually  fa¬ 
cilitate  this  resumption  as  much  as  if 
the  state  had  loaned  in  specie  to  the 
banks,  a  sum  equal  to  the  aggregate 
amount  of  the  small  bills,  of  which  the 
issue  might  be  authorized  as  above  pro¬ 
posed.  The  interest  accruing  on  the 
currency  so  loaned,  which  will  be  just 
so  much  more  than  the  banks  could 
have  kept  in  the  market  in  any  other 
way,  may  be  fairly  claimed  by  the  state, 
thus  making  it  the  interest  of  the  banks 
to  loan  the  money  which  the  public  ne¬ 
cessities  require,  at  a  very  low  rate  of 
interest. 

In  fact,  as  the  circulation  of  small 
notes  would  take  the  place  of  so  much 
specie,  which  the  banks  would  other¬ 
wise  be  obliged  to  furnish,  it  may  be  a 
question  whether  it  might  not  be  for 
their  advantage  to  furnish  the  loan  to 
the  state,  free  of  interest,  in  return  for 
the  privilege  of  issuing  an  equivalent 
amount  of  notes,  of  less  denomination 
than  five  dollars. 

Those  who  object  to  the  permanent 
circulation  of  small  bills,  may  be  recon¬ 
ciled  to  the  plan  sketched  above ;  by 
observing  that  it  provides  for  the  re¬ 
demption  of  those  which  it  would  autho¬ 
rize  as  soon  as  the  necessity,  which  ren¬ 
ders  their  temporary  employment  expe¬ 
dient,  shall  have  passed  away. 

As  a  luxury,  I  would  prefer  that  there 
should  not  be  any  notes  under  the  value 
of  five  dollars ;  and  when  there  was  no 
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derangement  in  the  rate  of  domestic  ex¬ 
change,  the  proscription  of  such  notes 
was  found  to  be  practicable  in  this  state, 
even  at  a  period  when  they  were  legal¬ 
ized  by  our  neighbours. 

But  when  the  banks  find  themselves 
incapable  of  continuing  the  payment  of 
specie  without  assistance;  or  when  hav¬ 
ing  suspended  specie  payments,  they 
are  required  to  resume  them,  the  issue 
ofsmall  bills  may  diminish  the  necessity 
of  suspension,  make  it  less  distressing  to 
the  community  when  it  takes  place,  and 
render  resumption  more  practicable. 

It  has  been  urged  in  favour  of  a  high 
minimum  for  a  bank  note  currency,  that 
it  provides  a  larger  supply  of  specie  to 
meet  any  deficit  in  the  balance  of  trade, 
with  the  rest  of  the  world ;  such  as  ex¬ 
isted  during  the  crisis  of  1837;  but  it 
seems  to  be  overlooked  that  the  pay¬ 
ment  of  our  European  debts  in  specie, 
under  such  circumstances,  can  only  take 
place,  by  the  abstraction  of  a  greater  or 
less  portion  of  that  part  of  the  currency 
which  it  formed. 

When  the  minimum  value  of  bank 
notes  is  five  dollars,  all  transactions  re¬ 
quiring  sums  less  than  that  amount 
must  be  performed  by  means  of  specie. 
It  follows,  that  under  such  circum¬ 
stances,  in  proportion  as  this  specie  is 
employed  to  meet  any  deficit  in  the  ba¬ 
lance  of  trade,  any  purchase  or  sale,  or 
payment  of  wages,  amounting  to  less 
than  five  dollars,  must  be  rendered  more 
difficult;  and  yet  it  must  be  evident, 
that  in  transactions  of  the  nature  de¬ 
scribed,^  the  poorer  classes  are  particu¬ 
larly  interested. 

It  follows  then,  that  by  inflexibly  main¬ 
taining  such  a  minimum,  the  welfare  of 
those  whose  interests,  consistently  with 
the  spirit  of  our  government,  should 
never  be  overlooked,  will  be  less  con¬ 
sulted  than  that  of  the  foreign  creditor. 

It  may  be  urged  that  it  is  dishonest 
not  to  provide  means  in  this  way  to  meet 
the  demands  made  on  us  for  our  foreign 
debts;  yet  to  me  it  appears  that  it  should 
be  the  object  of  the  Legislature  to  pro¬ 
vide  that  currency  which  is  the  least 
likely  to  be  affected  by  the  vicissitudes 
of  our  foreign  commerce. 

It  would  no  doubt  be  extremely  wrong 
if  a  currency  should  be  chosen  pregnant 
with  detriment  to  the  inhabitants  of  other 
countries,  with  the  design  of  wronging 


them;  but  having  provided  a  circulating 
medium  which  will  best  secure  domes¬ 
tic  trade^  from  the  fluctuations  of  our  fo¬ 
reign  commerce,  and  respecting  the  na¬ 
ture  of  which  foreigners  may  inform 
themselves,  they  w^ould  have  no  reason 
to  complain,  if,  for  the  payment  of  claims 
Created  subsequently  to  the  adoption  of 
the  currency  in  question,  they  should  find 
that  currency  unsuitable. 

The  abstraction  of  a  great  portion  of 
the  circulation  under  five  dollars,  by  pa¬ 
ralyzing  more  or  less  the  industry  and 
the  otherwise  active  capital  of  the  whole 
community,  must  cause  an  actual  loss  of 
wealth.  The  loss  thus  arising  by  caus¬ 
ing  insolvency,  may  indirectly  injure  fo¬ 
reign  debtors  more  than  they  would  be 
benefited  by  having  the  currency  of  a 
nature  to  permit  of  its  exportation  in 
payment  of  their  claims. 

It  may  also  be  well  to  advert  to  an 
evil  which,  while  it  oppresses  the  poor, 
is  not  in  the  slightest  degree  advanta¬ 
geous  to  the  foreign  creditor.  I  allude 
to  the  great  amount  of  specie  which  is 
absorbed  by  hoarding,  whenever  a  sus¬ 
pension  of  specie  payments  is  appre¬ 
hended. 

In  order  to  indulge  ourselves  in  the 
luxury  of  silver  change  for  sums  under 
five  dollars;  to  provide  a  sufficient  fund 
of  specie  to  meet  any  deficiency  in  the 
balance  of  trade;  and  yet  to  avoid  em¬ 
barrassing  the  poor,  by  depriving  them 
of  the  medium  of  interchange  requisite 
to  enable  them  to  purchase  the  necessa¬ 
ries  of  life,  a  system,  of  which  the  meas¬ 
ure  I  have  suggested  to  you  may  be 
considered  an  exemplification,  would,  it 
seems  to  me,  be  highly  efficaciouSi 
Agreeably  to  that  measure,  an  emis¬ 
sion  of  small  bills  is  authorized  for  a 
time,  during  which  the  stocks  which  are 
pledged  as  security  for  the  emission, 
cannot  be  sold  at  par. 

On  the  one  hand,  the  permanent  cir¬ 
culation  of  small  bills  has  been  consider¬ 
ed  objectionable,  as  lessening  the  amount 
of  specie  wherewith  to  pay  any  deficit  in 
the  balance  of  foreign  trade;  while,  on 
the  other,  it  has  been  shown,  that  the 
proscription  of  such  bills,  when  the  spe¬ 
cie  which  has  supplied  their  place  is 
carried  off,  is  productive  of  much  dis¬ 
tress,  and  renders  the  influx  of  small 
bills,  from  neighbouring  states,  inevita¬ 
ble. 
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Might  Hot  both  of  these  evils  be  avoid¬ 
ed,  were  a  contingent  power  to  issue 
such  bills  given  by  law?  Might  not  the 
privilege  of  issuing  small  bills  be  con¬ 
ceded  to  the  banks  so  far  as  they  should 
be  willing  and  able  to  secure  them  by 
pledging  State  Stock,  remitting  to  the 
state  the  interest,  in  whole  or  in  part, 
until  the  bills  should  be  redeemed? 

In  order  to  distinguish  the  bills  emit¬ 
ted  under  this  arrangement,  and  to 
guard  against  any  excess  beyond  the 
sum  secured,  they  might  be  all  printed 
from  plate's  especially  made  for  the  pur¬ 
pose,  and  countersigned  by  the  trustees 
as  witnesses. 

The  necessity  of  remitting  the  inte¬ 
rest  upon  the  stock  pledged  as  security, 
would  deter  the  banks  from  resorting 
to  the  proposed  privilege  when  the  mo¬ 
ney  pressure  should  not  be  sufficient  for 
its  justification. 

Respecting  the  precise  m.ode  in  which 
this  contingent  power  of  issuing  srnall 
bills  should  be  given,  I  feel  much  diffi¬ 
dence  in  my  ability  to  devise  the  best 
plan;  but  I  have  suggested  that  which 
occurs  to  me,  in  hopes  that,  by  leading 
men  of  more  practical  experience  to 
think  on  the  subject,  a  safe  plan  may  be 
devised. 

But  however  great  may  be  the  expe 
diency  of  having  a  high  minimum  for 
our  bank  circulation,  were  such  a  mini¬ 
mum  generally  adopted  by  the  neighbour¬ 
ing  states,  it  must  be  evident  that  any 
one  state  must  be  at  a  great  disadvan¬ 
tage  in  sustaining  a  higher  minimum 
than  her  neighbours;  since,  in  that  case 
the  specie  supplied  by  her  currency,  may 
be  abstracted  to  pay  their  debts  as  well 
as  her  own. 

In  this  predicament  Pennsylvania  was 
placed  when  the  late  ^suspension  oc¬ 
curred.  While  her  specie  was  liable  to 
be  carried  off  to  pay  the  debts  of  her 
neighbours,  their  paper  was  brought  in 
to  supply  the  place  of  her  specie.  Mean¬ 
while  her  banks,  unable  to  issue  bills  for 
the  payment  of  sums  less  than  five  dol¬ 
lars,,  were  under  the  necessity  of  paying 
more  coin  for  the  purposes  of  domestic 
trade  to  her  depositors,  than  those  of 
New  York,  who  had  all  t^he  credit  of 
specie  paying  banks. 

Were  the  circulation  of  small  bills  ac¬ 
tually  pernicious  in  their  practical  influ¬ 
ence  UD-On.  currency,  can  it  be  conceived, 


that  they  would  be  used  by  the  whole  of 
the  New  England  population,  and  the 
states  peopled  mainly  with  that  race 
proverbially  pre-eminent  for  shrewd¬ 
ness  in  money  matters?  From  docu^ 
mentary  evidence,  which  may  be  found 
in  Carey’s  Work  upon  Credit,  it  ap¬ 
pears,  that  in  the  states  of  Rhode  Island 
and  Massachusetts,  in  which  such  bills 
have  always  circulated,  that  the  loss 
upon  banking  has  been  smaller  than  in 
any  part  of  this  country  or  Great  Britain. 

During  the  last  war,  the  only  banks 
which  continued  to  pay  specie,  were 
those  belonging  to  the  states  of  Rhode 
Island  and  Massachusetts,  within  which 
small  bills  Were  allowed. 

In  this  State  great  opposition  has  been 
made  to  the  issue  of  small  bills,  by  the 
ultra  portion  of  the  administration  party. 
Nevertheless,  I  am  under  the  impres¬ 
sion,  that  a  large  proportion  of  that 
party,  if  emancipated  from  the  restraint 
imposed  by  party  discipline,  would  ap¬ 
prove  of  the  measures,  which  I  have  sug¬ 
gested. 

In  the  state  of  New  York,  the  two  par¬ 
ties  seem  to  have  disputed  with  each 
other,  for  the  merit  of  restoring  a  small 
note  circulation.  In  proof  of  this  alle¬ 
gation,  I  subjoin  a  quotation  of  the  le- 
solutions  passed  about  two  years  ago, 
at  a  meeting  of  the  administration  party 
in  Onondago  county  in  the  state  above- 
mentioned,  together  with  an  extract 
from  the  report  of  the  Bank  commis¬ 
sioners. 

Resolved,  That  the  Question,  as  to 
the  issue  of  small  bills  by  the  legally  or^ 
ganized  banking  institutions  of  the  state, 
was  distinctly  settled  by  the  people,  at  the 
last  election.  And  a  democratic  senate, 
acting  under  that  decision.  Imping  prompt¬ 
ly  and  properly  originated  and  pcissed  a 
bill  to  carry  out  such  intention,  which  sub¬ 
sequently  became  a  law,w^  approve  of 
the  measure:  And  we  distinctly  declare, 
that  there  is  no  question  upon  this  subject, 

pending  at  this  election.^* 

In  a  report  ol  the  New  \  ork  bank 
commissioners,  made  on  the  23d  of 
January,  1836,  the  following  opinion  is 
expressed,  as  respects  the  law  for  sup¬ 
pressing  small  bank  notes  or  bihs. 

“  It  will  be  found  impossible,  we  appre¬ 
hend,  to  enforce  the  law  effectually,  so 
long  as  small  notes  are  issued  by  adjoin¬ 
ing  states.” 


